UOBKayHian

INITIATE COVERAGE

VSTECS Holdings (856 HK)
Leading IT Distributor Riding The Al Wave

VSTECS is the eighth-largest IT distributor globally with an established presence in
SEA and China. We forecast a three-year net profit CAGR of 9.2% in 2024-26, fuelled by
the rising adoption of Al, refresh cycles for consumer electronics and diversifying
cloud services. We like VSTECS’ operating efficiency and cash conversion. We expect
a dividend yield of 4.4%/5.1% in 2024-25 on solid cash flow generation. Initiate
coverage with BUY. Target price: HK$5.47.

INITIATE COVERAGE

e Leading IT distributor with established presence in APAC. VSTECS Holdings
(VSTECS) is the largest IT distributor in Southeast Asian (SEA) countries (including
Singapore, Malaysia and Thailand) and is the second largest IT distributor in China. It
serves more than 50,000 partners in APAC and has become the most trusted partner of
global technology companies, thanks to its value-added services and comprehensive
product portfolio covering 80% of global leading technology companies and unicorns.

Riding on accelerating Al adoption. We expect VSTECS to benefit from the accelerating
Al deployment, supported by: a) increasing sales of GPU servers, backed by the
burgeoning data centre construction in SEA, b) the adoption of Al-PC, which is expected to
account for 40% of total PCs by 2025, and c) the rollout of GenAl smartphones, which is
forecasted to grow at a 78% CAGR in 2024-28. We estimate sales contribution of Al
products to reach 20% in 2024-25, vs 12% in 1H24 and 6% in 2023.

Starlink deployment in SEA... VSTECS is Starlink’s preferred partner when it entered
Asia. It began to distribute Starlink’s standard kits in Malaysia and Indonesia in early-24 and
has received positive feedback on its market entry in the Philippines and Thailand. We
believe VSTECS is poised for opportunities from the uptake of Starlink in other SEA
countries, thanks to its first-mover advantage and established distribution network.

o ...and diversifying cloud services. Cloud computing revenue grew at a 22.4% CAGR in
2021-23 as VSTECS extended its cloud services to multi-cloud management platforms,
computing power scheduling and Al management. We forecast VSTECS’ cloud computing
segment to register a 14.0% CAGR in 2024-26 as Al advancement continues to drive
increasing demand for computing power and cloud services.

Accelerated expansion in SEA. Sales from SEA grew at a 6.4% CAGR in 2021-23 on
rising demand for digitalisation. We expect SEA to be VSTECS’ key growth driver in 2024-
26, backed by the wave of IT infrastructure upgrades and the large population base in SEA.
We expect revenue contribution from SEA to reach 30% and 35% in 2024-25 respectively
(vs 24% in 2023) and net profit contribution from SEA to reach 40% and close to 50% in
2024-25 respectively (vs 35% in 2023).

Click here for Blue Top dated 29 Oct 24
KEY FINANCIALS

Year to 31 Dec (HK$m) 2022 2023 2024F 2025F 2026F
Net turnover 77,324 73,891 79,570 86,417 93,898
Operating profit 1,313 1,426 1,466 1,621 1,792
Net profit (rep./act.) 823 922 929 1,058 1,201
EPS (cents) 58.2 65.6 66.1 75.3 85.5
PE (x) 7.7 6.8 6.7 5.9 5.2
P/B (x) 0.8 0.8 0.7 0.7 0.6
Dividend yield (%) 3.8 5.8 4.4 5.1 5.7
Net margin (%) 1.1 1.2 1.2 1.2 1.3
Net debt/(cash) to equity (%) 62.9 62.2 52.8 49.8 47.0
ROE (%) 10.6 11.6 11.0 11.7 121
Consensus net profit - - 979 1,115 1,238
UOBKH/Consensus (x) - - 0.95 0.95 0.97

Source: VSTECS, UOB Kay Hian
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BUY

Share Price HK$4.46
Target Price HK$5.47
Upside 22.7%

COMPANY DESCRIPTION

VSTECS Holdings offers cloud services,
mobile internet, system equipment, software,
information security, network infrastructure,
data storage, computer components, Internet
of Things application, gaming, drones and
virtual reality products. The company serves
clients in the Asia Pacific region.
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VALUATION/RECOMMENDATION

o Initiate coverage with BUY and a target price of HK$5.47, based on 7.3x 2025F PE,
pegged to its historical mean in 2019-24. The company is now trading at 6.1x one-year
forward PE, which is 0.5SD below its historical mean in 2019-24. We like VSTECS for its
industry-leading operating efficiency, backed by effective working capital management,
comprehensive product portfolio and extensive APAC footprint.

EARNINGS REVISION/RISK

o We estimate revenue to grow 7.7%/8.6%/8.7% to HK$79,570m/HK$86,417m/HK$93,898m
in 2024-26 respectively, driven by rising Al adoption, growing demand for consumer
electronics and diversifying cloud services. We forecast blended gross margin to remain
relatively stable at 4.6%/4.7%/4.7% in 2024-26 and expect net profit to grow
0.8%/13.9%/13.5% to HK$929m/HK$1,058m/HK$1,201m respectively in 2024-26, thanks to
increasing gross profit and stringent cost controls.

SHARE PRICE CATALYST

o Key consumer electronics product upgrades drive replacement demand and cooperation
with leading cloud services provider.

KEY ASSUMPTIONS
(HK$m) 2022 2023 2024F 2025F 2026F
Revenue 77,324 73,891 79,570 86,417 93,898
Consumer electronics 33,075 30,394 32,065 33,989 36,029
Enterprise systems 41,358 40,414 44,051 48,456 53,302
Cloud computing 2,891 3,084 3,454 3,972 4,568
Revenue Growth (%) 2.3 (4.4 7.7 8.6 8.7
Consumer electronics 25 8.1) 55 6.0 6.0
Enterprise systems (5.4) (2.3 9.0 10.0 10.0
Cloud computing 234 6.7 12.0 15.0 15.0
Revenue Breakdown (%) 100.0 100.0 100.0 100.0 100.0
Consumer electronics 428 411 40.3 39.3 38.4
Enterprise systems 535 54.7 55.4 56.1 56.8
Cloud computing 37 4.2 4.3 4.6 49
Source: VSTECS, UOB Kay Hian
PEER COMPARISON
Company Ticker Rec Price @ Market ------ PE ------ -- EPS growth -- ROE  --- Dividend Yield ---
280ct24 Cap 2024F 2025F 2024F 2025F 2024F 2024F  2025F
(Icy) — (HK$m)  (x) x %) o) (%) (%) (%)
VSTECS 856 HK BUY 4.46 6391 67 59 08 139 110 44 5.1
China-listed peers
Digital China 000034 SZ NOTRATED 3209 23421 152 126 212 202 146 20 2.4
Taiwan-listed peers
Synnex 2347TT  NOTRATED 722 28902 141 123 170 144 115 44 5.2
Technology
US-listed peers
Avnet AVTUS  NOTRATED 5392 36750 122 87 (298) 390 90 24 25
Arrow Electronics ARWUS ~ NOTRATED 13239 54,672 123 91 (50.1) 537 114 na na.
TD Synnex SNXUS  NOTRATED 12058 80,027 103 94 49 394 120 13 15
Average 57,150 116 9.0 (25.0) 440 108 19 2.0
Average of all 44754 128 104 (7.3) 333 117 26 29
peers
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PROFIT & LOSS BALANCE SHEET
Year to 31 Dec (HK$m) 2023 2024F 2025F 2026F Year to 31 Dec (HK$m) 2023 2024F 2025F 2026F
Net turnover 73,891 79,570 86,417 93,898 Fixed assets 909 894 881 851
EBITDA 1,544 1,605 1,757 1,926 Other LT assets 1,226 1,222 1,219 1,215
Deprec. & amort. (118) (139) (137) (133) Cash/ST investment 3,325 3,848 3,724 3,586
EBIT 1,426 1,466 1,621 1,792 Other current assets 29,560 28,714 30,944 33,488
Other non-operating income 76 39 39 39 Total assets 35,020 34,678 36,769 39,140
Net interest income/(expense) (340) (334) (326) (318) ST debt 8,233 8,233 8,233 8,233
Pre-tax profit 1,162 1,171 1,334 1,514 Other current liabilities 18,323 17,504 18,827 20,328
Tax (240) (242) (276) (313) LT debt 209 209 209 209
Minorities Other LT liabilities 32 32 32 32
Net profit 922 929 1,058 1,201 Shareholders' equity 8,223 8,699 9,467 10,338
Minority interest 0 0 0 0
Total liabilities & equity 35,020 34,678 36,769 39,140
CASH FLOW KEY METRICS
Year to 31 Dec (HK$m) 2023 2024F 2025F 2026F Year to 31 Dec (%) 2023 2024F 2025F 2026F
Operating 640 1,399 583 580 Profitability
Pre-tax profit 1,162 1,171 1,334 1,514 Gross margin 4.7 4.6 4.7 4.7
Tax (240) (242) (276) (313) Operating margin 1.9 1.8 19 1.9
Deprec. & amort. 118 139 137 133 Net margin 1.2 1.2 1.2 13
Working capital changes (650) 27 (908) (1,042) ROE 11.6 11.0 117 12.1
Others 250 304 296 288 ROA 2.6 27 29 31
Investing 138 (120) (120) (100)
Capex (growth) (39) (120) (120) (100) Growth
Others 177 Turnover 4.4 7.7 8.6 8.7
Financing (1,373) (757) (586) (618) Gross profit 35 5.7 94 9.4
Dividend payments (247) (453) (290) (330) Pre-tax profit 74 0.8 13.9 135
Issue of shares Net profit 12.0 0.8 13.9 135
Proceeds from borrowings 24,020 24,000 24,000 24,000 EPS 12.8 0.8 13.9 135
Loan repayment (24,368)  (24,000)  (24,000)  (24,000)
Others/interest paid (779) (304) (296) (288) Leverage
Net cash inflow (outflow) (596) 523 (123) (138) Debt to total capital 24.1 24.3 23.0 216
Beginning cash & cash equivalent 3,246 2,649 3,171 3,048 Debt to equity 102.7 97.0 89.2 81.7
Changes due to forex impact (] Net debt/(cash) to equity 62.2 52.8 49.8 47.0
Ending cash & cash equivalent 2,649 3,171 3,048 2,910 Interest cover (x) 42 44 5.0 5.6

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries or jurisdictions by the respective entities and are subject to the additional restrictions
listed in the following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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